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Ms. Donna R. Searcy

Secretary
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Dear Ms. Searcy:

On behalf of Multichannel Communication Sciences, Inc.
("MCSI"), pursuant to the ex parte requirements of Sections
1.1202, 1.1203 and 1.1206(a), 47 C.F.R. §§ 1.1202, 1.1203 and
1.1206(a), we hereby advise the Commission that ex parte
presentations were made by MCSI on March 3, 1993, to members of
the staffs of Commissioners Barrett and Duggan, certain members
of the Common Carrier Bureau staff participating in the
Commission’s cable television regulation proceeding, and certain
members of the staff of the Office of Engineering and Technology
in connection with MM Docket No. 92-266. At the meetings, we
discussed the Commission’s proposed rules for regulation of cable
television rates and, in particular, the factors to be considered
in establishing a benchmark for determining the reasonableness of
rates charged by a cable system operator for "cable programming
service/tiers." MCSI provided the Commission staff with copies
of the comments it had filed in MM Docket No. 92-266, and with
the attached written ex parte presentation.

In particular, MCSI addressed Commission staff questions
concerning the derivation of MCSI’'s proposed additional increment
above the Commission’s rate benchmark to be applied in assessing
the reasonableness of tier rates charged by cable television
system operators voluntarily electing to provide "cable
programming service" tiers as Simultaneously Clear Addressable
Tiered Services ("SCATS"). MCSI clarified that the calculation of
the benchmark increment for the ith SCATS-provided tier (i.e.,
the value of d; in MCSI's calculation formula), which would be
added to the Commission’s benchmark rate for non-SCATS tiers in
evaluating the reasonableness of SCATS tier rates, was intended
to parallel what MCSI conjectured to be the Commission’s likely
method of calculating the Commission’s benchmark for evaluating
the reasonableness of "cable programming service" tier rates. 2*5
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MCSI tentatively assumed that the Commission would not find
to be unreasonable the tier rates paid by 95% of the subscribers
to "cable programming service" tiers (that is, the Commission
would utilize a 5% percentile limit). MCSI'’s calculation of the
additional benchmark increment for a SCATS-provided tier thus
similarly assumed a 5% percentile limit. It thus set the value
of the incremental quantity D on the basis of the value of the
top 5% of cable operators’ potentially displaced revenues from
equipment rentals and additional outlet fees, calculated on a per
basic cable subscriber basis.

MCSI’'s analysis of the per basic subscriber remote control
rental and additional outlet fee revenue distribution data
indicated that the dollar value of D (the national monthly total
SCATS increment) is more than $6. MCSI also explained that
because the number of channels in all the Cable Programming
Service tiers subscribed to by a given cable subscriber would be
smaller than C (the national "characteristic" total number of
"cable programming service" channels), in most cases on a per
subscriber basis the sum of the d;, benchmark increments would be
significantly smaller than the value of D. MCSI also noted that,
in the event that a SCATS approach is not implemented, in order
to comply with the "buy-through prohibition" provision of the
1992 Cable Act, cable operators would almost certainly adopt the
option of scrambling "cable programming service" channels,
requiring every subscriber to "cable programming service" tiers
to use set-top converter descrambling devices, an option that
would be more expensive for subscribers.

Any questions regarding this notice should be addressed to
the undersigned.

Very truly yours,

. : ™\ g
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Helen E. Disenhaus

Counsel for Multichannel
Communication Sciences, Inc.

Enclosure

cc (w/encl.): Robert E. Branson, Esqg.
Amy J. Zoslov, Esq.
Kathleen Levitz, Esq.
Mr. Bruce A. Franca
Mr. Alan R. Stillwell
Mr. Douglas Webbink
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MCSI’s BROADBAND DESCRAMBLING TECHNOLOGY, SUBSCRIBER
EQUIPMENT COMPATIBILITY AND PROPOSED REGULATORY BENCHMARK

INCREMENTS FOR SIMULTANEQOUSLY CLEAR CATYV SERVICE

1. CONSUMER ELECTRONICS EQUIPMENT COMPATIBILITY PROBLEM AND MCSI’s SOLUTION.

CATV ACCESS CONTROL STATUS AND TRENDS

CONSUMER ELECTRONICS EQUIPMENT TRENDS

MCSI’'s BROADBAND DESCRAMBLING AND ACCESS CONTROL TECHNOLOGY
COMPARISONS WITH OTHER SOLUTIONS

2. SIMULTANEOUSLY CLEAR ADDRESSABLE VIDEO PROGRAMMING SERVICES.

DEFINITION OF SIMULTANEOUSLY CLEAR ADDRESSABLE TIERED SERVICES ("SCATS")
RESPONSIVE TO THE CABLE ACT OF 1992

TANGIBLE BENEFITS TO SUBSCRIBERS

CATV OPERATORS ISSUES

3. PROPOSED RATE BENCHMARK INCREMENT FOR SCATS.

ESTABLISHMENT OF SCATS BENCHMARK INCREMENT FOR CABLE PROGRAMMING
SERVICES

MODIFICATION OF SCATS BENCHMARK INCREMENT FOR CABLE PROGRAMMING
SERVICES

FCC AUTHORITY



1. CONSUMER ELECTRONICS EQUIPMENT COMPATIBILITY PROBLEM AND MSCI'S
SOLUTION

CONSUMER ELECTRONICS TRENDS

CATV ACCESS CONTROL STATUS AND TRENDS

- SEVERAL PROVISIONS OF THE CABLE ACT OF 1992 WILL BRING CABLE
OPERATORS TO TIERS. -- UNBUNDLING REQUIRES ACCESS CONTROL FOR EACH
TIER. ’

- MASSIVE SCRAMBLING OF EXPANDED BASIC TIERS; OR

- GROUP TRAPS WITH LOSS OF UNBUNDLING FLEXIBILITY AND HIGH TIER
CHANGE COSTS.

MCSI’'S ACCESS CONTROL TECHNOLOGY
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ANNUAL U.S. COLOR TELEVISION SALES
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Figure 3. The Consumer Interface "Jungle”. Subscriber: “Which hookup shall I use?*- Answer:
“What Problems Are You Willing to Live with?".
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The MCSI Digital Broadband
Descrambler / Access-Control
Technology

MULTICHANNEL COMMUNICATION
SCIENCES, INC.

3550 Dunhill Street, San Diego, CA 92121
Tel: (619) 597-4004; Fax: (619) 452-3841
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- Figure 1 (a). Typical cable hook-up with conventional set-top descramblers

NOTE: All authorized channels are
supplied to the home in the clear.
All TV and VCR consumer features
are retained.

Multichannel

Addressable
Broadband
Descrambler

COPYRIGHT (C) 1992 MCSI
]

Figure 1 (b). Cable hook-up with Point of Entry multichannel Broadband Descrambler
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BROADBAND DESCRAMBLER OPERATION
- EXAMPLE -

Service Tiers Offered by a Cable System:

Basic Service: Chs. 2 - 18
Pay Services: Chs. 23, 26, 29, 30, 60, 61, 63, 64
Cable Programming Services:

Tier 1: Chs. 21, 22, 24, 25, 31 - 59

Tier 2: Chs. 19, 20, 27, 28, 62

Channel: Signals on Cable

2 3....1213 14.....

................

......................

D = Clear Channel
= Scrambled Channel
@ = Denied Channel

Broadband
Descrambler

U Broadband Descrambler Output
2 3....1213 14.....

-----------------------

.......................

——————————————————————————————————— -——-Tier 2
________________________________ u Denied

Subscriber Purchased: S NOTE: ALL TV AND VCR CONSUMER
Basic Service, \|  FEATURES ARE AVAILABLE.

Pay Chs. 23, 29, 30, 61, 63, 64, |3 |

Tier 1

COPYRIGHT (C) 1992, MCSI
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Point Of Entry
Input & Output Frequency Spectrum
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50 450
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FROM
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TO
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BROADBAND (450 MHz)
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450MHz - 1GHz From in-home
DIGITAL S
DECODER & ' UHF Remote

Coantrol

r———T—— —————————

________________

CSI CONFIDENTIAL



MCSI
DIGITAL BROADBAND DESCRAMBLER /
ACCESS-CONTROL ADVANTAGES

OPERATIONAL

* NO INDOOR ELECTRONICS. NO CONVERTER CHURN COSTS. NO
1(\':I(I)SSSI§D APPOINTMENTS OR OTHER SUBSCRIBER INTERACTION
TS.

* BACKWARD COMPATIBLE WITH EXISTING SCRAMBLING SYSTEMS.

* ALLOWS GRACEFUL AND CONTROLLED MIGRATION FROM
INDOOR DESCRAMBLING TO OPD IN ALL OR SELECTED AREAS OF
THE CATYV SYSTEM.

* PROVIDES ADDITIONAL OPD SECURITY IN INSTALLED SUBSCRIBER
LOCATIONS. (FURTHER VIDEO DENIAL OR AUDIO DENIAL).

* PROVIDES FOR UPGRADE TO ENCRYPTION BASED ENHANCED
SECURITY SCRAMBLING SYSTEM.

* PROVIDES SUBSCRIBER FRIENDLY DISCONNECTS WITH OSD
MESSAGE REPLACEMENT. (WITH OSD OPTION).

SUBSCRIBER FRIENDLY

* EASY INTERFACE FOR CABLE-READY SETS, SECOND SET, VCR'S
ETC.

* ALLOWS SUBSCRIBER SIMPLE TIME-SHIFT PRACTICES FOR ALL
CHANNELS.

* ENHANCES LIVING ROOM ESTHETICS BY REMOVING THE SETOP
BOX AND ITS WIRING.

TECHNICAL

* NO DEGRADATION OF THE VIDEO OR AUDIO PORTION OF THE
SIGNAL- NO FILTERING OR REMODULATION.

* MTS PASS THROUGH WITHOUT DEGRADATION OR BUZZ

* PROVIDES END POINT STATUS MONITORING: SIGNAL LEVELS AT
SUBSCRIBER DROPS. (WITH OSD OR REPORT-BACK OPTIONS).

* ALLOWS FUTURE RECLAIMING OF THE FULL VIDEO LINE
INCLUDING OVERSCAN.



2.

SIMULTANEOUSLY CLEAR ADDRESSABLE VIDEO PROGRAMMING SERVICES

DEFINITION: A PROGRAMMING SERVICE TIER IS DEFINED AS SIMULTANEOUSLY
CLEAR ADDRESSABLE TIERED SERVICE ("SCATS") IF ALL VIDEO CHANNELS
CONTAINED THEREIN ARE PROVIDED SIMULTANEOUSLY IN THE CLEAR (IN
UNSCRAMBLED FORM) TO SUBSCRIBERS THERETO, EXCEPT THAT NO BUY-THROUGH
OF SCATS SHALL BE REQUIRED IN ORDER TO PURCHASE ANY OTHER PROGRAMMING
SERVICE TIER.

THE PROVISION OF SIMULTANEOUSLY CLEAR ADDRESSABLE VIDEO PROGRAMMING
SERVICES IN GENERAL, AND ANY SCATS IN PARTICULAR, IS RESPONSIVE TO THE
CABLE ACT OF 1992:

-- CONSUMER ELECTRONICS EQUIPMENT COMPATIBILITY (SECTION 17 OF THE
ACT) INCREASED COMPETITION FOR SUBSCRIBER EQUIPMENT

- TIER BUY-THROUGH PROHIBITION (SECTION 3(a) OF THE ACT)
-- OTHER PROVISIONS
-- SECTIONS 4 - 6: SIGNAL CARRIAGE

-- SECTION 10(b): BLOCKAGE OF INDECENT PROGRAMMING



TANGIBLE BENEFITS OF SCATS TO SUBSCRIBERS
- CONSUMER ELECTRONICS COMPATIBILITY
- SUBSCRIBER EQUIPMENT RENTAL SAVINGS

-- POWER SAVINGS:
10 WATT X 24 HOURS X 30 DAYS = 7.2 KW HOURS/MO = $.72/MONTH

»

-- HOME WIRING SAVINGS:
WIRES, SPLITTERS & A/B SWITCHES = $10

-- TIER CHANGE FEE SAVINGS:
$15 - $30 PER TIER CHANGE

- PAY ONLY FOR DESIRED TIER ( NO BUY-THROUGH)
CATV OPERATORS’ ISSUES TO BE ADDRESSED
-- EQUIPMENT CAPITAL INVESTMENT

- MAY EXPERIENCE REDUCED REVENUES FROM SUBSCRIBER EQUIPMENT RENTAL
AND MONTHLY FEES FOR ADDITIONAL OUTLETS

-- MAY INCUR INCREMENTAL SALES AND MAREKTING EXPENSES FOR TIER-
SPECIFIC PROMOTIONS DUE TO THE LACK OF BUY-THROUGH INDUCEMENTS



3.  PROPOSED RATE BENCHMARK INCREMENTS FOR VOLUNTARY "SCATS" OFFERING

ESTABLISHMENT OF SCATS BENCHMARK INCREMENTS FOR CABLE PROGRAMMING
SERVICES

DEFINE QUALIFIED "SCATS":

-- ALL "SCATSs" MUST BE SIMULTANEOUSLY SUPPLIED AT THE SUBSCRIBER
TERMINAL

-- TOTAL NUMBER OF CHANNELS IN QUALIFIED "SCATSs" MUST BE AT LEAST
FOUR 4)

-- ESTABLISH A NATIONAL SCATS INCREMENT OF D DOLLARS PER MONTH
(e.g., $6/MONTH) AND A NATIONAL "CHARACTERISTIC" TOTAL NUMBER OF
CABLE PROGRAMMING SERVICES C

- FORM THE BENCHMARK INCREMENT GIVEN BY
d, = Ch, X (DIC)
FOR TIER i WITH Ch, CHANNELS OFFERED AS SCATS

- USE d; TO INCREMENT WHATEVER (PER-CHANNEL) BENCHMARK THE FCC
ESTABLISHES FOR CABLE PROGRAMMING SERVICES NOT OFFERED AS SCATS



MODIFICATION OF SCATS BENCHMARK INCREMENT FOR PROGRAMMING SERVICES

THE NATIONAL CHARACTERISTIC SCATS INCREMENT (D/C) SHOULD BE "SNAP
SHOT" IN 1993 AND ALLOWED TO INCREASE OVER TIME BY YEARLY UPDATES
BASED ON RELEVANT COST INDICES THE FCC SELECTS SUCH AS CPI OR PPI ETC.

WHEN SUFFICIENT DATA IS AVAILABLE FROM SYSTEMS OFFERING SCATS IN
THE FACE OF "EFFECTIVE COMPETITION" (HENCE UNREGULATED AND FREELY
SETTING MARKET RATES FOR SUCH SCATS OFFERING), (D/C) FOR REGULATED
SYSTEMS MAY BE SET OR MODIFIED BY THE FCC ACCORDING TO SUCH
METHODS AS THE FCC ESTABLISHES FOR FACTORING SUCH INFORMATION IN
SETTING OTHER BENCHMARKS FOR CABLE PROGRAMMING SERVICES

FCC AUTHORITY AND RESPONSIBILITY

THE OFFERING OF SCATS BY CABLE OPERATORS MUST BE VOLUNTARY.
MANDATING SCATS WOULD NOT BE IN THE PUBLIC INTEREST.

THE COMMISSION NEED NOT ARRIVE AT A FINDING THAT TECHNOLOGIES FOR
IMPLEMENTING SCATS ARE EITHER AVAILABLE OR COST-EFFECTIVE IN ORDER
TO PROCEED WITH THEIMPLEMENTATION OF INCREMENTAL BENCHMARKS FOR
THE VOLUNTARY OFFERING OF SCATS. THE EXISTENCE OF SUCH INCENTIVES
PROVIDES THE BEST ASSURANCE FOR SCATS TECHNOLOGIES TO BE PERFECTED
AND BROUGHT TO MARKET.



MCSI

DISTRIBUTION OF MONTHLY TIER FEES -

COPYRIGHT (C) 1993 MCSI
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DISTRIBUTION OF MONTHLY REVENUES PER BASIC

SUBSCRIBER
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3 Remotes and Converter? Here Comes Relief

By JAMES BARRON

Sometime in 1994 or 1995, zapper-
'wielding couch potatoes who now
“have multiple remote controls should
be able to throw away all but one of
them, no longer needing one for the
television set, another for the video-
sassette recorder and a third for the
<able converter,

In fact, they may no longer need a
converter. The remote-control de-
vices that come with the VCR should
change the channels on the television, |
and the remote control for the televi-
sion should change the channels on

.the VCR. And the television will prob-
‘ably unscramble scrambled cable
channels.
' How and why these breakthroughs
are expected to occur says a great
‘dea) about the uncoordinated devel-
opment of technology. They will re-
sult not from discoveries by white-
coated scientists tinkering with ad-
vanced circuitry, but from the Fed-
eral cable-television law passed in
‘October.
Sits a Win-Win®
> 'The new law gives the Federal
‘Communications Commission until
‘October 1993 to investigate ways to
‘make televisions, videocassette re-
corders arfd cable systems compati-
‘ble. By January 1994, the F.C.C. must
issue regulations to guarantee com-
patibility.
" Like technology in general, cable
hardware seems 10 be evolving faster
than ever. So it remains to be seen
‘precisely what the forthcoming regu-
ations may mean in terms of new
equipment that will end up in view-
ers’ homes.

“Jt's a win-win for cable companies
‘and equipment manufacturers and
‘consumers, if it works,” said Bill
_Johnson, the deputy chief of the
F.C.C.'s mass-media bureau, speak-
Ipg of the new compatability.
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*I thought this would be something
that would make everyone happy,”
Mr. Johnson continued. ‘‘But we don’t
want to standardize something that’s
about to be obsolete. We're trying to
make it for systems we have now, and
not retard television development.”

The regulations will also cover the
circumstances under which cable
systems can scramble their signals in
cases where scrambling keeps televi-
sion sets and VCR's from operating
together. There will also be a kind of
truth-in-labeling provision: the F.C.C.
is to specify technical requirements

‘for selling television sets and video-
cassette recorders as ‘‘cable ready.”

The idea is to let cable customers
plug the cable into their sets, turn
them on and do everything with a
single remote control, from switching
channels to cutting commercials. If
they want to watch one channel while
they tape another, they will never
again have to leave the couch to fiddle
with the converter.

Why did Congress intervene? *“Ca-
ble industries and consumer electron-
fcs had been working in different
areas,” said Cynthia Upson, a spokes-
woman for the Electronic Industries
Association. *“This was more a way of
speeding up the process.”

Since the first cable lines were

strung up, subscribers have needed

converters, small boxes provided by :

the cable company that usually sit
near — or onh top of — the television
set. Turning the knob or punching the
buttons changes stations. The chan-
nel selector on the television itself
remains tuned to the one channel,
often Channel 3, that is wired for
input from the converter.

Cable-ready television sets were
designed to do away with the box, to
let viewers change channels right on
the set or with remote-control de-
vices. More than 20 million cable-
ready sets have been sold each year
since 1987, according to the Electron-
ic Industries Association, a trade
group for television manufacturers.

The brouhaha over cross-compati-
bility began in the mid-1980’s, when
cable systems started scrambling
some or all of their channels in an
effort to prevent nonpaying viewers
from pirating their programs. The
extent of cable pirating is a matter of
some debate in the industry. Some
cable-company officials say that one
in five cable hookups in New York
City is illegal.

But as cable systems began scram-
bling signals, owners of cable-ready
television sets and VCR’s discovered
that their gadgets no longer func-
tioned as promised. Scrambling
made it impossible to watch one
channel while taping another (with-
out multiple converter boxes) or to
program the VCR to change channels
for unattended taping of programs on
different channels. (Channels must
be changed manually through the
converter box.)

Will the cable-law requirements
eliminate converters and multiple re-
mote controls? Will changing chan-
nels become as easy as punching just
one button? As they say on television,
stay tuned. -
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